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TREASURY, DEPARTMENT OF
Guidance to partnerships, S corporations and personal service corporations concerning
the election to retain fiscal years has been issued by the IRS.
The IRS said the
due date under forthcoming temporary regulations for the election of fiscal years
by such entities is the later of 4/30/88 or 60 days after publication of the
forthcoming temporary regulations in the Federal Register.
(A new section has
been added to the Internal Revenue Code, section 444, as a result of enactment of
legislation at the end of 1987 which amends the Tax Reform Act of 1986 to permit
certain partnerships, S corporations and personal service corporations to elect
fiscal year ends.) The IRS said taxpayers "should not attempt to make section 444
elections" prior to the publication of the forthcoming temporary regulations and
that it expects a new election form to be available by March 1988.
The IRS notice
also said the temporary regulations will describe the procedures for making
payments
including the filing ofany supporting calculations and tax return and
that the
"required payments for the first election year will be due no earlier
than the due date of the section 444 election."
The IRS also noted that some
entities
would not know whether they qualify or desire to file a section
444
election
until the forthcoming temporary regulations are issued.
Therefore,
the
IRS said, if a section 444 election is not made, the income tax return that must
then be filed will be due the later of the original due date or the due date of
the section 444 election.
A separate extension request will not be required.
Also clarified were the definitions of "employee-owner" and "personal service
corporation."
Pending the enactment of clarifying legislation, the IRS said, the
term "employee-owner" will be treated as having the meaning given it in section
269A(b)(2) of the Internal Revenue Code.
The term "personal service corporation"
will be defined in the forthcoming temporary regulations as the term is defined in
section 441(i)(2) of the Internal Revenue Code and the regulations thereunder.
The announcement issued by the IRS, Notice 88-10, also provides guidance on
corporations electing S status for a taxable year beginning in 1987 and for a
taxable year beginning and ending in 1986; tiered structures; calculation, refund
and treatment of required payments; and late filing of returns resulting from a
section 444 election.
Notice 88-10 is scheduled to be published in Internal
Revenue Bulletin 1988-5, dated 2/1/88.

Temporary regulations to require additional information reporting regarding real
estate transactions are being developed by the IRS, the Service announced recently
in an administrative pronouncement.
(Existing temporary
regulations require an
information return only in the case of a sale or exchange of "one-to-four-family
real estate.")
The forthcoming temporary regulations, the IRS said, "will
continue to require information returns with respect to sales and exchanges of
'one-to-four-family real estate'
and,
in addition, will require information
returns with respect to sales and exchanges of other structures (including
commercial, industrial, and multi-unit residential structures), and unimproved
land."
The IRS said it is studying other types of transactions (such as
transactions creating a leasehold interest or involving a lease assignment or
sublease) to determine whether they should continue to be exempt from the
reporting requirements.
However, the IRS noted the forthcoming temporary
regulations "will retain the rules in the existing temporary regulations exempting
transfers by corporations and governmental units."
The new temporary regulations
will be effective for transactions closing on or after the date that is the first
day of the calendar month following the thirty-day period commencing with the date
of publication of the forthcoming temporary regulations in the Federal Register.
Written comments on the issues presented in the IRS announcement should be sent to
Commissioner of Internal Revenue, Attn:
CC:LR:T(LR-130 - 87), Washington, D.C.
20224.
The IRS administrative pronouncement, Announcement 88-16, is scheduled to
be published in Internal Revenue Bulletin 1988-5, dated 2/1/88.
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TREASURY, DEPARTMENT OF
"New Rules for Home Mortgage Interest Deduction" is the title of a new IRS publication
available from the IRS.
The publication, Publication 932, is described by the IRS
as a "pamphlet that provides an overview of the new rules for the home mortgage
interest deduction." The IRS said it was developed to "help homeowners understand
the new rules and determine whether these rules affect them."
A related IRS
brochure entitled "Interest Expense," Publication 545, is also available.
Publication 545 includes a comprehensive discussion of the interest expense
deduction, according to the IRS.
Publication 932 and Publication 545 are
available free of charge from the IRS by calling 1/800/424-3676.

The second meeting of the Commissioner's Exempt Organization Advisory Group has been
scheduled for 2/25-26/88.
The IRS said that among the agenda items for the
meeting are a discussion of recently enacted legislation affecting lobbying and
political activities of charitable organizations, proposed regulations relating to
restrictions on lobbying expenditures by certain public charities, and a
discussion of unrelated business income tax issues.
Written comments relating to
the announced agenda topics are requested by 1/27/88 and should be sent to the
Assistant Commissioner (Employee Plans and Exempt Organizations), Attn: EOCAG,
IRS, 1111 Constitution Ave., N.W., Washington, D.C. 20224.
The meeting will be
held from 2:00 to 5:30 p.m. on 2/25/88 and from 9:00 a.m. to noon on 2/26/88 in
Room 3313 of the IRS National Office Building, 1111 Constitution Ave., N.W. ,
Washington, D.C.

A new Form 1120-REIT, U.S. Income Tax Return for Real Estate Investment Trusts, is now
available for use by real estate investment trusts in filing income tax returns,
the IRS announced recently.
The new form and its instructions have been developed
for use by real estate investment trusts in filing income tax returns for tax
years beginning after 12/31/86.
Form 1120-REIT must be filed by the 15th day of
the third month after the end of the tax year, unless an automatic extension of
time is requested on Form 7004.
For tax years beginning before 1/1/87, real
estate investment trusts are required to file Form 1120, U.S. Corporation Income
Tax Return.
Copies of the new form and instructions may be obtained by calling
the Internal Revenue Service forms number listed in the telephone directory under
"United State Government, Internal Revenue Service."

A notice is being sent to employers by the IRS outlining some of the most significant
changes made by the Omnibus Budget Reconciliation Act of 1987 which affects the
taxes that employers collect, deposit and pay (see Information Release 88-11 and
Notice 831). Many of these changes are effective as early as 1/1/88.
The notice
will alert employers of such changes as: 1) extension of the Federal Unemployment
Tax Act (FUTA) tax rate -- this rate remains at 6.2% through 1990 instead of
decreasing to 6% beginning in 1988; 2) employees' cash tips now subject to
employer social security tax -- cash tips reported to employers are now subject to
the employer portion, as well as the employee portion, of the social security tax;
3) certain service no longer exempt from social security -- social security
coverage now includes children aged 18 to 21 employed by a parent and individuals
employed by their spouse.
However, wages paid to these employees for service not
in the employer's trade or business and for certain domestic service in a private
home of the employer are still exempt from social security taxes; 4) the cost of
group-term life insurance that is includable in an employee’s gross income
(generally, cost for insurance amounts over $50,000) is now subject to social
security taxes; 5) cash wages paid to farmworkers will now be subject to social
security taxes if the employer pays at least $2500 in a year for all farm labor.
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However, the $150 test (cash wages are at least $150 in a year) for each
farmworker will continue to apply if the $2500 total annual payroll test is not
met.
The notice contains instructions on how to correct for social security taxes
that were not withheld or paid for wages already paid in 1988.
Also, corporate
provisions changing graduated tax rates for personal service corporations and new
rules for corporate estimated tax payments are contained in the notice.
The IRS
said that the information on corporate provisions is intended for immediate
guidance only and that more information will follow.

For further information contact Shirley Twillman or Joseph Petito at 202/737-6600.

AICPA Washington Report
American Institute of Certified Public Accountants
1455 Pennsylvania Ave., N.W., Washington, D.C. 20004-1007
FIRST CLASS MAIL

